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Republ i ¢ of Honduras

Fondo Hondurefio de Inversi 6n Social [Honduras Soci al
I nvest nent Fund]

| DB: (FSO US$50.0 mllion

Local counterpart: US$ 5.6 milion

Tot al : US$55.6 million
Anortization period: 40 years

Conmi t ment peri od: 2.5 years

Di sbur senent peri od: 3 years

G ace peri od: 10 years

Interest rate: 1% during the grace

period and 2%t hereafter
I nspection and supervision: 1%
Credit fee: 0.5% on the undi sbursed
anmount

This operation was originally designed to address the
structural causes of the poverty, which affects over
hal f of the Honduran popul ation, who |ack the neans
to nmeet their basic needs. Cose to the end of its
preparation, however, a natural disaster occurred in
Honduras of a scope unprecedented in the past two
centuries. A devastatingly powerful hurricane named
"Mtch" blasted the country for three whole days,
wi ping out much of the progress achieved over the
past few years and dramatically increasing poverty
anong the popul ati on.

Based on information conpiled by the Bank's energency
mssion, there are an estimated 590,000 hurricane
vi cti s, 10,000 wounded, 825,000 refugees and
evacuees, and over 12,000 people dead or m ssing.
Over 60,000 hones were destroyed and danage to the
road system has conpletely isolated many regions in
the country. The Wrld Bank has collected
information indicating that nost of the water supply
systens were conpletely destroyed and 35% of school s
were damaged and consequently closed indefinitely.
In addition, over 70% of agricultural production was
lost and electric power and telecommunications
net wor ks have been severely damaged.

The program is intended to alleviate living
conditions for those nobst in need by restoring and
improving access to basic social and economc
infrastructure according to priorities established at
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the local |evel. The main challenge the program
faces in this connection is to rebuild the
infrastructure destroyed follow ng procedures that
will contribute substantially to the  historic
transition toward a new form of cooperation between
t he central gover nment , muni ci palities, and
comuni ti es.

The proposed program goes to the heart of a historic
shift in the relationship between the centra

government, municipalities and |ocal communities.

The great challenge is to inplenent this new
relationship in the context of the urgent process of
nati onal reconstruction. This called for a design
allowing three-way joint collaboration, wthout the
del ays that nornmally acconmpany the establishnent of
new procedur es and wor ki ng rel ati onshi ps.

Participatory processes will therefore be gradually
i ntroduced depending on the pace at which each
muni ci pality overconmes the limtations inposed by the
di saster.

The program is divided into three basic conponents.
The first two conponents consist of investnments in a
range of activities corresponding to the three phases
of response to the destruction weaked by the

hurri cane: (i) imediate relief for energency
situations; (ii) short-term i nvest ment s for
reconstruction of basi c infrastructure for

governability and citizen security; and (iii) medium
term investnents for |ocal developnent, assigned
priority by the conmunities in association with the
nmuni ci pal aut horities. Investnents in socia

projects and prograns will be carried out in parallel

with a strategic study consisting of a series of
proposal s designed to shape the future operations of
the FHI'S and address probl enms whi ch extend beyond the
purview and authority of the FHS, but whose
solutions are essential to the effectiveness of FH S
activities. These components are as follows:

1. lnvestnent projects (US$47.7 million). Emergency
activities and investnment in reconstruction wll
be financed through arrangenents that wll
increasingly incorporate the comunities in the
deci si on-maki ng process. The conponent consists
of two subcomponents: investnents in reconstruc-
tion and munici pal social investnment plans.

I nvest ment s in critical reconstruction
(US$33 mllion): Under this subconponent,
expenses will be financed for imediate relief,

including food and nedicine, equi pnrent  and
materials for tenporary shelters, nmobile latrines
and clinics, power generators, and tank trucks
for clean water. Basic information wll be
conpi led concurrently to launch the follow ng
phase for reconstruction of basic infrastructure.
To this end, a technical survey of the danmage
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caused by the hurricane throughout the country

will be conducted imediately. The information
conpiled in the survey will conplenent the usual
system for targeting resources and wll support
t he process of consul tation with each
nmuni ci pality to establ i sh its i nvest ment
priorities. To achieve nmaxi mum comunity
participation during this phase, partia
financing will also be provided for a national
initiative f or conmuni ty or gani zati on and
training. Financing will also be provided under

this subconponent for the projects assigned
priority during the enmergency relief and basic
infrastructure reconstruction phases, t he
duration of which has been set at 12 nonths.

Muni ci pal soci al i nvest ment pl ans
(US$14.7 mllion). |In the second quarter of year
one of the project, the third phase of the
emergency response Wl be initiated. An

i nnovative procedure for project identification
and prioritization, initiation of which had been
i nterrupted by Hurri cane M tch, will be
rel aunched. In preparing this program the FH S
had nade the special decision to devolve a
project portfolio of over US$140 million to the
muni ci palities. The portfolio had been channel ed
to the FH'S by the nunicipalities, wthout
systematic input from the communities. In
devel opi ng the new portfolio, conmunity workshops
and neetings were held throughout the country, in
cl ose coordination with the nmunicipalities. The
initiative was successful. Over half of the
projects in the original portfolio were replaced
with others assigned higher priority by the

comunities. In addition, for the first tine the
conmuni ties wer e organi zed to partici pate
actively in local planning. The timng for
rel aunching the initiative in each nunicipality
will be determined according to its readi ness.
Financing will be provided for activities to

prepare the conmmunity neetings and the projects
assi ghed priority by the comunities and
muni cipalities in the form of nunicipal socia
i nvest nent pl ans.

Basic needs (US$2.2 nillion). Thi s conponent
targets the nobst vulnerable groups who require
assi stance other than that provided for genera
FH S beneficiaries. They include the elderly
street children, the disabled, honeless people
and et hnic groups. The conponent is divided into

two subcomponents. One, the social welfare
conponent, includes nmeasures ranging from the
simple distribution of food to provision of
conprehensive child care prograns, literacy
canpai gns, pl ayground equi prent, and training for
m dwi ves. The other, the training conponent,

contains initiatives that wll train program
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beneficiaries in sustainability and citizen
participation and famliarize nunicipalities with
managenent aspects. This subconmponent will also
include a program called Nuestras Raices ("Qur
Roots"), which will enphasize the special needs
of ethnic groups and finance projects the nature
and specifications of which are attuned to the
cultural realities of these groups.

3. Strengthening of the FHIS (US$3 million). In
addition to the costs of program adm nistration,
resources have been allocated to ensure the
quality of the technical team and inprove the
managenent systemnms and operational infrastructure
of the FHIS. Training will be provided for the

majority of its technical staff, its office
equi pnrent and the vehicle fleet will be replaced,
and inprovenents will be made in its managenent

of environnmental, maintenance and gender issues.

The Bank's strategy for Honduras is basically geared
towards poverty reduction. To this end, support will
be provided for initiatives to inprove the equity,
efficiency and coverage of public prograns, and
encourage greater cooperation wth the private
sector. In the social sectors, the Bank has
conmtted itself to helping the new government
formul ate a conprehensive social policy which wll
set priorities and coordinate solutions to problens.
One of the ways in which the Bank will help define
short- and mediumterm social strategy is by actively
pronoting social policy dialogue. Even so, the |eve

of poverty 1is such, especially as conpounded by
Hurricane Mtch, that investnent in the sector nust
continue at the same tine as this policy is being
formul at ed. The two  nost i mport ant poverty
al l eviation prograns in Honduras are the FH S and the
PRAF (Programa de Asignaciones Familiares) [Famly
Al l onance Progranj, and the Bank plans to process
operations to support both of themin 1998. The Bank
also wishes to play a proactive role in promoting
coordinati on ampbng donors in the area of conmunity
devel opnent in Honduras. Al of the activities
designed to address the damage caused by the
hurricane are consistent with the Bank's policy on
natural disasters.

In recognition of t he need f or cont i nuous
i nprovenents in the nmanagenent of environnmenta
issues, an action plan wll be inmplenmented for
i ncorporating environnental protection at key stages
of the project cycle. |In addition, environnmental and
gender issues wll be covered in the training
provi ded for program beneficiaries (paragraph 4.6).

During the previous phase of its operations, the FH S
took inportant steps to increase participation by
worren, not only as program beneficiaries but also in
its execution. To ensure continuing progress in this
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direction, greater participation by wonmen wll be
sought in managi ng the planni ng phase, as well as in
project execution and operation. A consultant will
be hired to devise initiatives and systens for this
purpose, as well as to determine the advisability of
including statistics on gender issues in the FH S
managenent informati on system (paragraph 4.7).

A significant correlation has been found between
pockets of extreme poverty and ethnic groups in

Hondur as. To address this situation, the specia
needs of these groups will receive careful attention
under the Nuestras Raices subconponent. And to

ensure greater access by these groups to the genera

operations under the FHI'S, the list of projects has
been translated in cases where the beneficiaries'

native |anguage has a witten form and comunity
wor kshops will continue to be organized to provide
guidance and famliarize beneficiaries with FH S
oper ati ons (paragraph 4.8).

The program would be initiated at the tine of the
greatest need for assistance in the wake of Hurricane
Mtch. It would help provide a swift response to the
enmer gency (paragraph 1.2).

Provided the line mnistries fulfill their conm tnent
to supply the human, physical and financial resources
needed for operation of the infrastructure to be
built under the program the respective comunities
will benefit from a substantial increase in their
access to social services (paragraph 4.10).

Transferring t he focal poi nt for pr oj ect
identification to the local level will help to create
new working relationships between the comunities,
muni ci pal governnents and the FH S To bring the
point where services are provided as close as
possible to where beneficiaries live, new working
relationships will be forged at the local |evel and
are expected to produce major efficiency gains in the
supply of services. Moreover, communities and
muni cipalities alike will be better organized and
trai ned in devi si ng their own proj ects
(paragraph 4.11).

The new procedures for planning, managing and
maintaining the projects wll result in greater
ef ficiency and equity in soci al i nvest ment .
Moreover, a major positive externality is expected

based on t he denonstrati on effect of nor e
participatory, transparent and efficient procedures
that could be followed in the use of rmunicipa

resources (paragraph 4.12).

It has been shown that the role of wonen in pronoting
the inprovenent of living conditions for their
famlies is substantially nore effective than that of
men. Thus, the greater the success of the programin
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i nvol ving wonen in project planning and nanagenent,
in addition to their role as beneficiaries, the
greater t he i mpact will be on famlies
(paragraph 4.13).

Transition to the new net hodol ogy. The introduction
of the new community neeting procedures was

interrupted by the hurricane and will be a mgjor
challenge to resunme in view of the need to expedite
corrective nmeasures. This risk wll be reduced

thanks to technical cooperation to be provided
t hrough the Japan Special Fund to lay the foundations
for new comunity neetings and |aunch investnent
activities in the first municipalities willing to
resune the initiative. In addition, the initiative
will be incorporated into the proposed program since
the municipalities may only gain access to the
resources for the second subconponent of the
i nvestment project component if they are willing to
foll ow the new procedures (paragraph 4.14).

Transition to decentralization. This program
supports the incipient decentralization and community
devel opnent processes taking place in Honduras. It
will therefore be subject to the tensions that
normally attend any profound change in a country's
econom ¢ and political relationships. For exanpl e,

t he governnent reasoned that FH' S financing could be
used in such a nmanner that it would help the
government neet its legal requirement to transfer 5%
of tax revenues to the nunicipalities. However, this
approach was contested by the Asoci aci 6n Hondur efia de
Muni ci pi os [Association of Honduran Municipalities]
(AHMON) on the grounds that the law requires such
transfers to be made from current tax revenues, and
not from external | oans. The risk to the FH'S
program arising from such tensions will be |essened
by the need to work together to address the pressing
probl ens caused by the hurricane (paragraph 4.15).

Joint design. The second conponent can only proceed
if the FH'S, municipalities and conmunities work
together as a team For example, a project may be
included in the FH' S portfolio only if it has been
assigned priority by the community, confirmed by the

muni ci pality and evaluated by the FH S If a
muni ci pality or group of communities refuses to
participate actively in the program it wll be

i npossible to achieve the FH'S objectives wth
respect to that municipality or group. Although this
risk is inherent in the cooperative design process,

its benefits are sufficient to offset it. Mor eover,
local training exercises will be carried out, and
FH' S activities will be recast in order to nake them

nore supportive and |l ess intrusive (paragraph 4.16).

Conditions precedent to the first disbursenent :
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The following nust be presented to the Bank's
satisfaction:

1. The agreenent between the Mnistry of Finance and
the FHI'S for the transfer of the proceeds of the
loan and local counterpart contribution to the
program ( paragraph 3.22).

2. A docurent constituting the initial report,
descri bi ng exi sting neasures upon approval of the
loan to address the energency phase. Such
measures wll conprise: (i) the institutional
arrangenents to prioritize FH S activities;
(ii) the mechanism to target FH S investnents;
(iii) the new itens that will be added to the
menu; and (iv) the systemfor priority-setting in
each municipality, in order to avoid duplication
of efforts with other enmergency initiatives and
to ensure that pr oj ect prioritization is
del egated to the rnunicipal authorities and | ocal
conmuni ties. For purposes of this condition, the
enmergency phase is defined as the 12-nonth period
from the effective date of the |oan contract
(paragraph 3.3).

Speci al conditions during program execution:

A revolving fund wll be establish in an anount
equivalent to 20% of the |oan anmount for the first
six nonths after the effective date of the |oan
contract, then 10% for the renaining disbursenment
peri od, unl ess t he parties agree ot herw se
(paragraph 3. 26).

Wthin 12 nonths after the effective date of the | oan
contract, an expanded version of the operating nanual
containing the new procedures and responsibilities
for community participation in project planning,
managenent , and nmaintenance will be submtted
(paragraph 3.4).

Wthin 12 nonths after the effective date of the | oan
contract, a plan of action for incorporating
envi ronmental considerations into key phases of the
FH S project cycle will be submtted (paragraph 4.6).

The terms of reference and detailed specifications
will be agreed upon for the program to strengthen
FH S personnel, and for replacenent of its equi pment
and vehicle fleet before resources fromthe |oan may
be used for these activities (paragraphs 2.20 and
2.21).

Wthin nine nonths after the effective date of the
| oan contract, the report referred to in
par agraph 3.38 nust be submtted.

During execution of the program the paynment of
honorariums to FH S technical staff will be subject
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POVERTY TARCETI NG
AND SCOCI AL
CLASSI FI CATI ON:

EXCEPTI ONS TO
BANK PQLI CY:

PROCUREMENT OF
@00DS AND
SERVI CES:

to prior agreenment with the Bank (paragraphs 2.22 and
3.19).

In addition to the standard clauses, the |oan
contract will include provisions for auditing,
progress reports, inspections, procurenent of goods
and services, and mai ntenance services.

This program qualifies as a poverty targeted
i nvestment (PTI) since it provides support for a
soci al investnent fund (paragraph 4.9).

See section on procurenent below regarding the
procurenment of vehicles.

During the enmergency period, as defined in this
program the Bank's emergency procurenent procedures
will be followed, incorporating the flexibility
necessary to address the distortions caused in supply
and construction markets by Hurricane Mtch. The
enmergency procedures are as follows: i nternational
conpetitive bidding will be required for: (i) the
purchase of goods in amounts equal to or greater than
US$350, 000; (ii) the awarding of construction
contracts in anounts equal to or greater than
US$3 mllion; and (iii) the hiring of consulting

servi ces in anmounts above US$200, 000. The
procurenment of goods and services in amunts bel ow
these thresholds will be carried out in accordance
with FH'S procurenment manuals. No cap has been
established for direct hiring (paragraph 3.35), and a
mssion will be carried out within six nonths after
the effective date of the |oan contract to determn ne
whet her this deci si on shoul d be changed

(paragraph 3.40). Execution on force account will be
allowed for certain projects provided that: they are
not part of the negative list agreed upon with the
Bank; they do not exceed 15% of FH S reference
prices; they are used for progranms that wll provide
i ncome to groups affected by Hurricane Mtch; and the
total value of such projects does not exceed 15% of
t he program resources (paragraph 3.36).

For the period following the energency phase,
st andard Bank pr ocedur es will be fol | oned:
i nternational conpetitive bidding for works in
amounts equal to or greater than US$1.5 mllion and
for the purchase of goods in anounts equal to or
greater than US$250, 000. For amounts below these
t hreshol ds, see the table in paragraph 3. 34.

There is a confirned need to replace nost of the
FH S's vehicle fleet so that it can carry out the
duties assigned to it under the program nore
efficiently. It is recommended that international
bidding for partial replacenent of the fleet be
limted to suppliers of the make of vehicle sel ected
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under t he earlier bi ddi ng procedures
(paragraph 3.31).



